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Abstract: The purpose of this study was to analyse the factors that affect the quality 
of financial reports in the City Government of Padangsidimpuan. The independent 
variables in this study are the application of government accounting standards 
(GAS), the quality of regional government apparatus, utilization of information 
technology (IT), internal audits and the government's internal control system 
(GICS), the dependent variable is the quality of reports on regional government 
performance. The population of this study was 35 units found in the 
Padangsidimpuan City government. The sample was selected using saturated 
samples. Data is processed using the SEM method. The results of this study prove 
that the application of GAS has a significant positive effect on the quality of 
Padangsidimpuan City's financial statements, the quality of regional government 
officials has a significant positive effect on the quality of Padangsidimpuan City's 
financial statements, the use of IT has a significant positive effect on the quality of 
Padangsidimpuan City financial statements, GISC has a significant positive effect 
on the quality of the financial statements of the Padangsidimpuan City government. 
While internal audit has a positive and insignificant effect on the quality of the 
financial statements of the Padangsidimpuan City government. 
 
Keywords: government accounting standards, the quality of regional government 
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1. Introduction 
While the existence of autonomous rights granted by the central government 
to local governments, there are also responsibilities that must be borne by the local 
government, one of which is the regional government is required to increase 
accountability and implement transparency in financial management. 
Accountability for the management of regional finance will later be left aside to the 
Regional House of Representatives and also to the public by the Indonesian 
Supreme Audit Institution. Which financial statements must be in accordance with 
applicable regulations, namely in accordance with Government Accounting 
Standards (GAS). 
The phenomenon that continues to occur in the field of accounting in the public 
sector today is the large demand to increase transparency by government 
institutions in providing information to the public. One such information is about 
financial reports managed by the local government. Quality financial reports are 
one indicator of good governance. The quality of good financial statements has four 
characteristics, namely, relevant, reliable, understandable and comparable 
(Republic of Indonesia, 2010). 
There are still many regional government financial reports that are not in 
accordance with GAS, then present data that is not in accordance with the actual 
situation and there are still many other deviations found by the Indonesian Supreme 
Audit Institution. After examining the regional financial report the Indonesian 
Supreme Audit Institution will give an opinion. There are 4 types of opinions given 
by the Indonesian Supreme Audit Institution, namely, Unqualified Opinion (UO) 
including unqualified with the Explanatory Paragraph (UO-WEP), Qualified 
Opinion (QO), Adverse (A), and Disclaimer (D). Based on the results of Indonesian 
Supreme Audit Institution’s examination in the first semester of 2018, the 
Indonesian Supreme Audit Institution examined 542 regional financial reports in 
2017. The regional financial report obtained UO opinions of 411 regional financial 
reports, received QO opinions of 113 regional financial reports, received 
Disclaimer opinions as many as 18 regional financial reports. Of the 34 provincial 
governments, 33 regional financial reports received UO opinions and 1 regional 
financial reports received QO. Of the 415 district governments, 298 regional 
financial reports received UO opinions and 99 regional financial reports received 
QO opinion. While from 93 municipal governments, as many as 80 regional 
financial reports received UO opinions and 13 regional financial reports received 
QO opinions. 
The Padangsidimpuan City Government is one of the City Governments in North 
Sumatra Province which consists of 35 Units, which are also required to conduct 
good financial management. The regional financial report examination by the 
Indonesian Supreme Audit Institution to provide adequate assurance of regional 
financial reports has been fairly presented in all respects. The final result of the 
Indonesian Supreme Audit Institution audit process is providing opinions / opinions 
on the fairness of the financial information of the regional financial report. 
Indonesian Supreme Audit Institution Opinion for Padangsidimpuan City 
Government regional financial report until 2017 can be seen through Table 1. 
 
Table 1 List of Opinions of Financial Statements of the Padangsidimpuan 
City Government 
No. Year Audit Opinion 
1. 2013 Qualified Opinion (QO) 
2. 2014 Qualified Opinion (QO) 
3. 2015 Qualified Opinion (QO) 
4. 2016 Qualified Opinion (QO) 
5. 2017 Qualified Opinion (QO) 
 
As seen in the table above shows the financial statements of the City 
Government of Padangsidimpuan from 2013 to 2017 the Indonesian Supreme Audit 
Institution gave a Qualified Opinion (QO). QO means that there is an irregularity 
in certain items, namely, because of the problem of incompatibility of account 
presentation with GAS and / or insufficient evidence found in the regional financial 
report, namely in fixed assets. Recording of land assets, buildings and buildings, 
equipment and machinery, roads, irrigation and networks, as well as fixed assets 
sourced from School Operational Assistance funds have not been carried out or are 
inaccurate. 
The first factor that can affect the quality of financial statements is the application 
of government accounting standards. GAS is a basic guideline in preparing regional 
government financial reports. GAS is accounting principles that must be applied in 
compiling and presenting government financial reports to produce quality financial 
reports (Republic of Indonesia, 2010). The second factor is that which can affect 
the quality of financial statements is the quality of local government officials. The 
local government must have an apartment with an accounting background placed 
in a position in financial management. In addition, regional government officials 
should also be given training, technical guidance, seminars and socialization to 
increase their knowledge. The third factor is the use of information technology (IT). 
If the maximum utilization of information technology in compiling these financial 
statements has not been maximized, it can also affect the quality of regional 
government financial reports. Now, technology is very sophisticated, whether it's a 
computer or a laptop, it can greatly help human work at work. Information 
technology consists of parts used to process data, including in processing, 
obtaining, compiling, storing, manipulating data in various ways to produce quality 
information (Saragih, 2016). 
The fourth factor is internal audit. Government internal audits are carried out by the 
regional inspectorate. Internal supervision carried out by internal auditors is 
responsible for evaluating whether an entity's internal control structure has been 
designed and is effective and whether the financial statements have been presented 
fairly. The fifth factor is the government's internal control system. The 
Government's Internal Control System is an integral process in actions and 
activities that are continuously carried out by leaders and all employees to provide 
adequate confidence in achieving organizational goals through effective and 
efficient activities, reliability of financial reporting, safeguarding state assets and 
compliance with legislation (Indonesia, 2008). 
 
2. Literature Review 
2.1. Decision Usefulness Theory 
In this study which is the basis or grand theory is the decision usefulness 
theory. Decision usefulness theory has the view that if financial statements that 
cannot be prepared theoretically with the correct concept, at least they can prepare 
historical financial reports that are more useful. In this theory there are two 
questions that must be answered in its application, namely: 
1. Who are the users of financial statements? 
In preparing financial statements, you must know who will use the financial 
statements. Users of financial statements are usually investors, creditors, managers, 
governments, communities, and so forth. It is intended that later the financial 
statements can be used by users of financial statements as they should. 
2. What are the problem decisions faced by financial statement users? 
By understanding the problem of the decision, the accountant can prepare the 
information needed by the users of financial statements. Preparation of information 
in accordance with the needs will be able to facilitate the decision-making process, 
although the information needs of each group of users of financial statements differ 
in the information presented in the financial statements should be general aims to 
meet the information needs of all user groups, so that they are not compiled specific 
needs of each user group. 
There is often a conflict between the government and the community. 
Government officials as a party that organizes public services has more information 
so that it can make decisions or policies that only prioritize the government and 
authorities and ignore the interests and welfare of the people. To reduce this 
problem, the effort that must be made by the regional government is to present 
financial statements transparently and accountably. 
2.2. Quality of Local Government Financial Reports 
The qualitative characteristics of financial statements are normative 
measures that need to be realized in accounting information so that they can fulfill 
their objectives. The following four characteristics are normative prerequisites that 
are needed so that local government financial reports (LKPD) can meet the desired 
quality, including relevant, reliable, comparable and understandable (Republic of 
Indonesia, 2010). Financial statements can provide benefits to the users, the 
financial statements must have the value of quality information and are useful in 
making decisions to show the accountability of reporting entities for competent 
resources. 
2.3. Application of Government Accounting Standards (GAS) 
Government Accounting Standards are accounting principles applied in 
compiling and presenting government financial reports. Thus, GAS is a requirement 
that has legal force in an effort to improve the quality of government financial 
reports in Indonesia. The government composes a government accounting system 
referring to accounting standards where the central government refers to the 
regulation of the minister of finance while the regional government is regulated by 
governor / regent / mayor regulations. (Bastian, 2006) states that Government 
Accounting Standards (GAS) are legal requirements to improve the quality of 
government financial reports. 
2.4. Quality of Regional Government Apparatus 
Regarding the quality of government apparatus that can affect the quality of 
financial statements, in the process, of course, local governments desperately need 
human resources who have competent competencies and good morals in managing 
regional finances so that they can produce quality financial reports as well. Because 
if the organization has competent and honest employees, the other elements of 
control can be reduced to a minimum and the organization can still produce reliable 
financial accountability. Honest employees and experts in the field of responsibility 
will be able to carry out their work efficiently and effectively. 
Based on some previous studies that examined the influence of the quality of 
regional government apparatus on the quality of local government financial reports 
carried out by (Putra, 2017), the capacity of human resources has a positive and 
significant influence on the quality of financial statements. Furthermore, (Efendi et 
al., 2017) the quality of regional apparatus has an influence on the quality of 
financial statements. 
 2.5. Utilization of Information Technology (IT) 
In the practice of financial administration by the regional government the 
regional financial accounting system is assisted by computer applications. 
Computer applications that are commonly used are financial SIMDA which is a 
product of the Indonesian Financial and Development Supervisory Agency 
(BPKP). With the help of SIMDA, the financial administration process is easier and 
faster. In its implementation in the City Government of Padangsidimpuan, the 
increasingly complex and comprehensive use of technology increasingly demands 
financial management apparatus with diverse educational and experience 
backgrounds, so that they can be more responsive in adjusting to various changes 
that occur in society and change globally. The quality of apparatus that is adequate 
in terms of quantity and quality will increase the value of information on regional 
financial report therefore it can be useful for users of information on local 
government. 
2.6. Internal Audit 
Examination (audit) is the process of problem identification, analysis, and 
evaluation carried out independently, objectively, professionally based on 
inspection standards to assess the truth, accuracy, credibility and reliability of 
information regarding the management and responsibility of state finances 
(Republic of Indonesia, 2004). Supervision is carried out by the internal supervisory 
apparatus, namely the department's inspectorate general, the non-departmental 
supervision unit, the provincial inspectorate and the city / district inspectorate. 
Based on several previous studies that examined the effect of internal audit on the 
quality of local government financial reports conducted by (Saragih, 2016) stated 
that internal audit has a significant positive effect on the quality of financial 
statement information. 
2.7. Government Internal Control System 
Government Internal Control System (GICS) is an integral process in 
actions and activities carried out continuously by the leadership and all employees 
to provide adequate confidence in achieving organizational goals through effective 
and efficient activities, reliability of financial reporting, safeguarding state assets, 
and strictness against legislation (Indonesia, 2008). Based on several previous 
studies that examined the influence of the government's internal control system on 
the quality of local government financial statement carried out by (Putra, 2017), the 
government internal control system has a positive and significant influence on the 
quality of financial statements. 
2.8. Hypothesis 
Based on theoretical and conceptual frameworks, the research hypothesis is 
as follows: 
H1: Government Accounting Standards (GAS) implementation has a positive effect 
on the quality of the Padangsidimpuan City government financial statement. 
H2: The quality of regional government apparatus has a positive effect on the 
quality of the of the Padangsidimpuan City government financial statement. 
H3: Utilization of IT has a positive effect on the quality of the Padangsidimpuan 
City government financial statement. 
H4: Internal audit has a positive effect on the quality of the Padangsidimpuan City 
government financial statement. 
H5: Government Internal Control System (GICS) has a positive effect on the quality 
of the Padangsidimpuan City government financial statement. 
 
3. METHOD 
This study aims to test hypotheses and is a study that explains phenomena 
in the form of relationships between variables (Erlina, 2011). The population in this 
study were all units in Padangsidimpuan City Government involved in the 
preparation of financial reports, which were 35 units, consisting of 3 secretariats 
(regional secretariat, KORPRI, DPRD), 1 Inspectorate, 21 Offices, 6 Agencies, 3 
Offices and 1 Hospital. Each unit will be given 3 (three) questionnaires which will 
be filled in by the Head of the unit, then to PPK (Financial Administration Officers) 
and expenditure treasurers. Therefore, the total sample of this study is 105 
respondents (35x3). The tests conducted in this study were descriptive statistical 
tests, data quality tests, and hypothesis tests. 
 
4. RESULT AND DISCUSSION 
Based on the tests that have been carried out, the following are the results 
of testing descriptive statistics, data quality tests, and hypothesis testing. 
Table 2 Descriptive Statistics 
 
 
The results of the descriptive statistical test of the data that has been tested 
are that all variables have a mean value almost the same as one another, which is 
above 3.6, which means that the average respondent answers the questionnaire 
questions with a neutral answer, agreeing to strongly agree. 
4.1. Data Quality Test 
In the test of data quality there are two tests that are carried out, namely, 
validity test and reliability test. Test the validity by looking at the average variance 
extracted (AVE) value and the limit value of AVE is 0.50. Based on the results of 
validity tests that have been done, all variables in this study are included in the 
category of valid data. 
Next is data reliability testing. This test is through the Cronbach Alpha (CA) value 
and Composite Reliability (CR) value. The limit value for CA and CR is 0.70. 
Based on the results of the reliability test that has been done, all variables in this 
study are included in the category of reliable data. 
4.2. Hypothesis testing 
Significance Effect Test 
Significant tests are conducted to determine whether all the independent 
variables used have an influence on the dependent variable. The significance test in 
this study used the Bootsrapping approach, which was to see the test results through 
the P-value value. If the p value is below 0.05 then the result has a significant effect. 
The results of the significance test can be seen in the following table: 
 
 
 
 
 
 
 Original Sample P Values Conclusion 
GAS (X1) – Quality 
of Government 
Financial Statement 
(Y) 
0,214 0,044 
SAP has a significant 
effect on the quality 
of local government 
financial statement. 
The quality of 
regional government 
apparatus (X2) – 
Quality of 
Government Financial 
Statement (Y) 
0,317 0,000 
The quality of 
regional government 
apparatus has a 
significant effect on 
the quality of local 
government financial 
statement. 
Utilization of IT (X3) 
– Quality of 
Government Financial 
Statement (Y) 
0,157 0,038 
Utilization of IT has a 
significant effect on 
the quality of local 
government financial 
statement. 
Internal Audit (X4) – 
Quality of 
Government Financial 
Statement (Y) 
0,039 0,533 
Internal audit does not 
have a significant 
effect on the quality 
of local government 
financial statement. 
Government Internal 
Control System (X5) 
– Quality of 
Government Financial 
Statement (Y) 
0,316 0,032 
The government's 
internal control 
system has a 
significant effect on 
the quality of local 
government financial 
statement. 
 
Coeffecient Determination Test (R2) 
The coefficient of determination test is a test conducted to see how much 
influence the independent variables have on the dependent variable. The test results 
of the coefficient of determination in this study is the adjusted R2 value of 0.565, 
which means that the independent variables in this study are able to influence the 
dependent variable as much as 56.5%, the remaining influenced by other variables 
outside of this study. 
 
4.3. Discussion 
4.3.1. The effect of the application of government accounting standards 
(GAS) on the quality of Padangsidempuan City's financial statements 
The results of the GAS implementation variable test on the quality of local 
government financial statements are the GAS implementation variables have a 
positive and significant influence on the quality of the financial statements of the 
Padangsidimpuan City Government. This research is in line with the research 
conducted (Saragih, 2016), (Putra et al., 2017), (Azlim et al., 2012), (Safridani, 
2016) which states that GAS implementation has a significant positive effect on the 
variable quality of regional government financial statements. However, it 
contradicts the research conducted by (Puspitawati, 2016), (Desmaria Puji Kesuma 
et al., 2017), (Sianturi, 2016) states that the application of GAS does not affect the 
quality of regional government financial statements. 
This is enough to prove that the Padangsidimpuan City Government has 
implemented government accounting standards well. Government accounting 
standards must be applied to all units in Padangsidimpuan City consistently in the 
preparation of financial statements of the Padangsidimpuan City Government, this 
can be seen from the financial statements compiled periodically, evaluating 
financial statements. 
4.3.2. The effect of the quality of the regional government apparatus on the 
quality of the Padangsidmpuan City government financial statements 
The test results of the variable quality of regional government apparatus on 
the quality of local government financial reports are the variable quality of regional 
government apparatus having a positive and significant influence on the quality of 
local government financial reports. This research is in line with the research 
conducted by (Agustina, 2015), (Puspitawati, 2016), (Putra, 2017), (Efendi et al., 
2017), from the results of his research stating that HR competencies have a 
significant positive effect on the quality of regional financial reports . But it 
contradicts the research (Sianturi, 2016), (Desmaria Puji Kesuma et al., 2017), 
(Saragih, 2016), (Safridani, 2016) states that HR competencies have a positive and 
insignificant effect on the quality of local government financial statement. 
This proves that regional government officials in the City Government of 
Padangsidimpuan are consistent and have competencies in the field of accounting 
in preparing financial statements. Competence is a basic characteristic in a person 
in achieving better performance in carrying out their work. The Padangsidimpuan 
City Government still has to make efforts to improve the quality and quantity of 
regional government officials involved in the process of preparing financial 
statements so that they can continue to grow better. 
4.3.3. The effect of information technology (IT) utilization on the quality of the 
Padangsidmpuan City government financial statements 
The test results of the IT utilization variable on the quality of local 
government financial reports are the IT utilization variables that have a positive and 
significant effect on the quality of local government financial statements. This 
research is in line with the research conducted by (Agustina, 2015), (Putra, 2017), 
(Efendi et al., 2017), (Saragih, 2016), (Sianturi, 2016) states that IT utilization has 
a significant positive effect on quality finance statements. While research 
(Puspitawati, 2016) states that the use of IT does not affect the quality of financial 
statements. 
Padangsidimpuan City Government Units has used information technology 
efficiently and effectively to oversee the process of preparing regional government 
financial statements. With the use of computers and networks and the existence of 
good maintenance will greatly facilitate the processing of integrated data. The 
existence of good and complete facilities at each unit will greatly help smooth the 
preparation of key reports so that of course it will also produce good quality 
financial statements in accordance with Government Regulation No. 71 of 2010 
namely, relevant, reliable, complete, timely, understandable, comparable , can be 
proven, and easy to understand. 
 
 
 
4.3.4. The effect of internal audit on the quality of Padangsidempuan City's 
financial statements 
The results of the internal audit variable test on the quality of local 
government financial statements are internal audit variables that have a positive and 
not significant effect on the quality of local government financial statements. This 
research is in line with the research conducted by (Damanik, 2011) which states 
that internal audit has no effect on the review of financial statements and also 
research (Adha Inapty & Martiningsih, 2016) which states that internal audit does 
not affect the quality of financial statements. While research (Saragih, 2016) and 
research (Safridani, 2016) where internal audit variables have a significant positive 
effect on the quality of financial statements. 
Internal audit does not have a significant effect on the quality of financial 
statements, presumably because perhaps even though an internal audit does not 
provide good confidence in the quality of financial statements. So that it can be 
concluded that the audit process does not improve or improve the quality of 
financial statements, this may be due to several things such as poor audit quality, 
poor quality of audit personnel, and unattended audit follow-up. 
 
4.3.5. The effect of the government's internal control system (GICS) on the 
quality of the Padangsidmpuan City financial statements 
Local government is a variable internal government control system that has a 
significant effect on the quality of local government financial statements. This 
research is in line with research conducted by (Sianturi, 2016), (Puspitawati, 2016), 
(Putra, 2017), (Desmaria Puji Kesuma et al., 2017), (Tuti, 2014), (Agustina, 2015), 
(Bangun, 2015), (Safridani, 2016) where the GICS variable has a significant 
positive effect on the quality of financial statements. But it contradicts the research 
conducted by (Suwanda, 2015) which states that GICS does not affect the quality 
of financial statements. 
The government internal control system is an activity that includes organizational 
plans, procedures, and records that support financial statements that will be 
prepared reliably. Units in Padangsidimpuan City Government has carried out 
internal control of good governance including the implementation of accounting 
systems in accordance with government accounting standards ranging from 
recording, authorization, and reporting. 
 
5. Conclusion and Suggestion 
5.1. Conclusion 
Based on data analysis and discussion that has been done in the previous 
chapter, it can be concluded: 
1. Implementation of GAS has a significant positive effect on the quality of 
the Padangsidimpuan City Government financial statements. 
2. Quality of regional government apparatus has a significant positive effect 
on the quality of the Padangsidimpuan City Government financial 
statements. 
3. IT utilization have a significant positive effect on the quality of the 
Padangsidimpuan City Government financial statements 
4. Internal audit have a positive and insignificant effect on the quality of the 
Padangsidimpuan City Government financial statements. 
5. Government internal control system have a significant positive effect on the 
quality of the Padangsidimpuan City Government financial statements. 
 
5.2. Limitation 
The researcher acknowledge that there were limitations in this study, 
including: 
1. This study uses a questionnaire instrument where the answer is based on the 
perceptions of respondents' answers, so that the possibility of bias or 
incompatibility with the situation 
2. which actually contains elements of subjectivity. 
3. The independent variable in this study is only able to influence the quality 
of Padangsidimpuan City's financial statements of 56.5%, the remaining is 
influenced by other factors not included in this study. 
 
5.3. Suggestion 
1. For further research, it is expected that observation techniques not only use 
questionnaires but also add techniques such as interviews and observations. 
2. For further researchers who are interested in conducting research on the 
quality of financial statements, the Padangsidimpuan City Government is 
expected to add other variables beyond this research variable that are more 
influential and also the increase in the number of respondents which can 
affect the quality of Padangsidimpuan City's financial statements. 
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